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MALTA: KEY ECONOMIC INDICATORS 
Money values are in millions of U.S. dollars, unless otherwise 
indicated. 


Jan.-Sept. 

1981 1982 1981 - 82 19831 
Average Exchange Rate % change 
One Malta Pound = $2.59 $2.43 -6% $2.33 
INCOME, PRODUCTION, & EMPLOYMENT 
GNP, current prices lj237 863 
GNP, per capita (dollars) 3,830 2,195 
GDP, at factor cost 1,Gil 721 


Gross Manufacturing Output, 
current prices 666 441 


Gross Tourism Receipts 273 118 
Labor Force (persons) 120, 841 121,025 


Official Unemployment Rate (%) 4.7 8.2 


MONEY AND PRICES 


Money Supply (M, )4 


Central Bank Discount Rate (%) 


Retail Price Index (1974 = 100) 
BALANCE OF PAYMENTS AND TRADE 


Balance on Current Account, 
payments basis 


Balance of Payments 
Official Foreign Reserves 
Public Foreign Debt 
Exvorts (FOR) 

Exports to the U.S. 
Imports (CIF) 


Imports from the U.S. 


SOURCES: Government of Malta, Economic Survey Jan.-Sept. 1983 
Central Bank of Malta, Annual Report 1982 
Central Bank of Malta, Quarterly Review, December 1983 
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SUMMARY: The archipelago of Malta is roughly twice the area of Washington, 
D.C. and has a population roughly equivalent to half of Washington's. Malta 
is in the middle of the Mediterranean, sixty miles south of Sicily. Lacking 
natural resources and a solid agricultural base, Malta's economy is heavily 
dependent on its neighbors. Malta has, by necessity, a trading and tourism 
economy (total trade was almost 20 percent more than GDP in 1982, and 
tourism regularly contributes roughly one quarter of GDP), which also is 
dependent on foreign investment and assistance. Because of the recent 
recession in Europe, Malta's economic growth in 1982-3 has stagnated after 
the heady pace sustained during the 1970's. Of Malta's “bread and butter” 
mainstays, the ship repair industry has been affected by a worldwide slump, 
the textile and tourism industries are subject to volatile changes in 
demand, and none of these vital sectors of Malta's economy has fared well 
recently. The effects of the economic slowdown in Europe, which buys 
three-quarters of Malta's exports and furnishes about 90 percent of the 
tourists coming to Malta, were magnified here and Malta experienced some of 
the highest unemployment levels in recent memory. 


There are a number of distinguishing factors in Malta's economy which may be 
of interest to U.S. businessmen. Having no natural resources on which to 
depend, the Maltese are savings-oriented people. Business inventories, high 
by U.S. standards, are often the norm in Malta. The government currently 
holds enough foreign exchange reserves to pay for 20 months of imports at 
current levels (this ratio is one of the highest in the world). The public 
sector is pervasive. Government expenditures amount to over 40 percent of 
Malta's Gross National Product. The Government accounts for almost 
one-quarter of total employment. It has over $90 million invested in more 
than 60 companies. The agricultural sector is extremely small, and less 
than 5 percent of Malta's laborers work on the land. Thus, almost 90 
percent of Malta's food needs must be imported. 


Lacking natural resources, and having no significant agricultural 
production, Malta runs a perennial trade deficit, which totaled $379 million 
in 1982. This deficit has usually been brought into balance primarily by 
income from tourism. ‘Tourist arrivals, which remained strong through the 
end of the 1981 peak season, fell off substantially in 1982. Compared to 
1981, tourist income was substantially down (over 30 percent lower). 
Despite the unfavorable performances in the tourism and export industries, 
in 1982 Malta continued to enjoy a balance-of-payments surplus of $77 
million. Both Malta's favorable current account and its payments balances 
decreased substantially (by almost 65 and 40 percent respectively) from 
1981. The balance-of payments surplus was largely due to lower import 
growth, a substantial grant from Italy, emigrant remittances and foreign 
pensions, as well as investment income from assets held overseas. 

The small size of the Maltese market, traditional trade ties with Western 
Europe (which buys over 75 percent of Maltese exports), and weak shipping 
links with the U.S. constrain prospects for U.S. exporters. However, 
opportunities exist. Prospects are particularly good for suppliers of 
telecommunications, computer, and port equipment, as well as handtools, 
water desalination systems, textile fabric, and foodstuffs. 





-4- 


Weaning itself away from a cheap labor economy, Malta is eager to attract 
export-oriented foreign direct investment that will provide needed 
technology and skills. It also wishes to expand its role as a transshipment 
and regional services center for the Mediterranean. The Maltese Government 
offers various incentives to foreign investors, who are free to make equity 
arrangements as they wish. Over 100 foreign companies are currently 
operating in Malta. Both the Departments of State and Commerce in 
Washington and the U.S. Embassy in Floriana will be glad to assist U.S. 


companies interested in expanding commercial relations with Malta. END 
SUMMARY. 
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I, CURRENT ECONOMIC SITUATION, PAST PERFORMANCE AND FUTURE PROSPECTS 


Malta's economy experienced unprecedented rapid growth during the late 
1970's. This growth came to an abrupt halt in 1981. In 1979, Malta made the 
transition from heavy dependence on revenues from the British/NATO bases, 
closed on March 31, to a more self-sufficient economy. The turn-around came 
in 1981, when the recession in its principal markets slowed Malta's real 
economic growth to 3 percent. Malta's August, 1980 dispute with Libya over 
oil concessions did not help matters, as the Libyans closed Malta's fourth 
largest export market. In 1983, Malta's political relations with Libya 
improved; as a result Maltese firms have recently renewed exports to Libya. 


Despite a perennial trade deficit, Malta has been fortunate in that it has 
been able to cover the gap primarily with revenues from tourism, foreign 
aid, and income earned by the Central Bank on its large foreign currency 
reserves invested abroad. These receipts enabled Malta to continue the 
balance-of—payments surpluses it has maintained since the early sixties, and 
added to Malta's large foreign exchange reserves. The surpluses are 
particularly important given a virtual absence of raw materials, the lack of 
which forces Malta to import all its energy needs and nearly all industrial 
raw materials. Lack of arable land, inadequate rainfall and water supplies, 
loss of farm land to building construction, and numerous tourists make Malta 
heavily dependent on food imports as well. 


1982 ECONOMIC PERFORMANCE 


Influenced by the recession in Europe, Maltese economic growth slowed in 
1982, with the Gross National Product (GNP) increasing by only $11 million 
and reaching $1.25 billion by year end. Per capita GNP for the 326,000 
Maltese reached about $3,824, placing Malta solidly in the ranks of middle- 
income countries. Real growth in the Gross Domestic Product (GDP) in 1982 
was about 2 percent, down from 3 percent in 1981. 


Inflation has subsided. According to official statistics, retail prices 
rose by only 6 percent in 1982, compared with 11.5 percent in 1981. Due to 
a wage/price freeze instituted in late 1982 and the high value of the Malta 
Lira vis-a-vis the currencies of its major trading partners, Malta 
experienced no inflation in 1983. Indeed, retail prices may well decrease. 


PRODUCTIVE SECTORS 


1982 was a bad year for the maunfacturing industry. As the recession 
continued to affect Malta's leading European export markets, local 
manufacturing exports encountered difficulties. Manufacturing contributed 
nearly 30 percent of GDP. ‘The Government has urged Maltese industry to 
diversify, but the clothing industry (largely comprised of "cut-make-and- 
trim" operations) remained dominant in the manufacturing sector, and 
accounted for about a third of total manufacturing output in 1982. 
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Due to a continued recession in international shipping, Malta's largest 
company, the Malta Drydocks, recorded an operating deficit in 1982. Value 
added by the shipbuilding and shiprepair sector fell by 11 percent. In 
1983, cost savings enabled Malta Drydocks to cut prices by about 20 
percent. As a result it won large contracts to refit two Cunard Line 
vessels - the Countess and the Vistafjord. 


From a 1980 record high both in terms of arrivals and receipts, tourism 
began to decline after the 1981 summer season. In 1982, gross receipts were 
down by one-third (from 1981) to $186 million, as arrivals decreased by 28 
percent to 510,956. The nosedive in Malta's tourism began to level out in 
1983. Total tourist arrivals from January to October were only marginally 
lower than the same period in 1982. Despite this decline, Malta is still 
dependent on British tourists, who now account for about two-thirds of 
Malta's foreign visitors. This largely low and middle income market is 
extremely volatile. 


EMPLOYMENT AND MONEY 


With Malta's economic slowdown, the government is particularily concerned 
about combatting resulting unemployment, which was officially pegged at 8.2 
percent in September 1983. The slackening demand in Malta's export markets 
and a substantial decline in tourism have caused increased layoffs and 
shorter working hours. Unemployment among young, unskilled males is 
particularly acute. ‘To alleviate unemployment pressures the government has 
reinstituted a labor corps, which is largely engaged in public works 
projects. Maltese unemployment problems are palliated by significant 


over-manning in the public sector, private sector difficulties in shedding 
labor, as well as considerable "moon-lighting" and other unreported 
employment. Despite adverse conditions, there was a notable lack of labor 
unrest. 


Both domestic savings and investment remained high. In 1982 gross savings 
equaled 30 percent of GNP. Monetary growth accelerated in 1982. M) grew 
as a result of an increase in cash, which now accounts for about 45 percent 
of the expanied money supply, Mj. About half this cash remains out of 
circulation, but the banking system remains extremely liquid. 

Government expenditures (at over 40 percent of GNP) continue to dominate the 
econamy. The lion's share of the government budget goes to various social 
welfare programs, including generous retirement pensions (two-thirds of 
annual salary on retirement) and virtually free medical care. Big increases 
for social welfare allocations raised government spending (by 13 percent) to 
$526 million in 1982; Government revenues increased marginally (by 3 
percent) to $512 million. 


EXTERNAL ACCOUNTS 
Trade is crucial to Malta. In dollar terms, merchandise exports fell by 9 


percent to $364 million in 1982. Re-exports also decreased by 9 percent to 
$46 million. Of the total domestic exports in 1982, 12 percent were 





Fan 


semi-manufactures and 82 percent were finished manufactured articles. 

Textiles accounted for almost half of domestic exports. Because of the 

depressed local economy and tight import regulations, imports also 

perma The value of imports decreased by more than $71 million to $790 
llion. 


As in the past, Malta's visible trade deficit was more than offset by net 
foreign exchange inflows from the export of services, investment income from 
abroad, and transfers, which left a current account surplus of $55 million 
in 1982. Malta's balance-of-payments surplus, as measured by the net change 
in foreign assets of the monetary sector, was $77 million. 


By 1983 Malta's official foreign reserves reached $1.1 billion, equal to 
nearly 20 months of imports at average 1982 levels, roughly eleven times 
Malta's external debt and 16 percent greater than GDP. Maltese commercial 
banks and other financial institutions held $119 million in foreign assets 
as well. Public foreign debt decreased to $88 million. The government is, 
by statute, forbidden from borrowing at more than 3 percent, so almost all 
of Malta's foreign debt will be repaid with low or no interest. Malta's 
debt service ratio is less than 1 percent. 


SE 


In 1982 Malta's total trade in goods and services was roughly equal to its 
gross national product. Malta sorely needs to continue to maintain its 
principal markets. Due to a warming in what has been an unstable 
relationship with nearby Libya, Malta is regaining its once large share of 
the Libyan market. The government has instituted a wage freeze partly to 
make Maltese exports more competitive. With the European recovery, and new 
Libyan orders, Malta's crucial clothing sector has recently picked up. 
Prospects for increased tourism at this point look bleak. Advance bookings 
for the 1984 summer season are either at or below last year's levels. 
Tourist receipts, which have been a major factor in offsetting Malta's 
perennial balance-of-trade deficits and have significantly contributed to 
the Maltese economy, may not soon recover to 1980-81 levels. Although Malta 
is an attractive destination, it has recently been losing tourists to 
alternative facilities, notably in Spain and Greece. Budget conscious low 
and middle income British tourists have also found the high relative cost of 
a holiday in Malta uncompetitive with other resorts. The Maltese economy 
remains susceptible to the vagaries of this fluctuating industry. 

The recent decreases in tourism and exports have created significant 
unemployment problems for the Labor Party government. By September of 1983, 
official (registered) unemployment almost doubled from 4.7 percent in 1981 
to 8.2 percent. The bulk of the jobs lost were in the manufacturing and 
tourism sectors. 


Malta's economic fate is heavily tied to Western European sources for trade, 
tourism and investment. If the current European recovery is sustained, 
increased activity will translate into greater Maltese exports, more 
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European tourists, and a greater likelihood of direct European investments. 


While the Maltese economy remains fundamentally healthy, it faces a 
challenge of switching from a cheap labor economy to that of a 
semi-industrialized nation. Where Malta's industrial development was 
initially based on low labor costs, prosperity is slowly pricing Maltese 
labor out of its advantageous position. In recent years new manufacturing 
jobs have not compensated for the loss of old ones. In addition, a 
substantial part of the country's industry continues to have excess capacity 
and personnel. ‘To combat this problem, Malta is making a concerted effort 
to upgrade the skills of its workers and technologies of its industry to 
enter the competition for higher technology production. This structural 
Change in Malta's economy will be difficult and costly. 


Expansion and diversification of Malta's industrial base will be hampered by 
the shortage -- exacerbated by emigration -- of managerial, marketing and 
technical talent, and by growing competition from countries with lower labor 
costs. 


New private investment, especially from domestic sources, has been limited 
by the Government's failure to define clearly the public and private 
sectors. Private foreign investment is critical to Malta's industrial 
development. There are currently over 100 foreign companies operating in 
Malta. Most are wholly-owned subsidiaries of European firms. To attract 
foreign investment, the Government provides low cost factories, some 
financing, reasonable tax levels and tax allowances. Malta's educated, 
productive, and easily trainable labor force is another incentive. 


The Labor Government, in power since 1971, set up an extensive social 
welfare system, including free medical care and a universal "two-thirds" 
pension. The cost of these programs has been bearable because of a fairly 
high proportion of contributors, Malta's relatively low salaries, and 
foreign aid donors’ assumption of much of the burden of the Government's 
capital development program. Financing such an expensive social welfare 
system has become increasingly difficult, and leaves precious little for 
infrastructure development to support tourism and industrial expansion. 


In order to maintain economic growth, Malta must overcome certain 
infrastructure problems. The most noteworthy is the inadequate water supply 
and distribution system which has already hampered the manufacturing and 
tourism sectors. To alleviate this problem, the Government recently 
contracted for two water desalination plants. Electrical generation 
capacity is insufficient and installation of additional generators is behind 
schedule. The country's telecommunications network is inadequate for an 
increasingly sophisticated economy. 





-9- 


II, IMPLICATIONS FOR THE UNITED STATES 


EXPORT OPPORTUNITIES 


Malta is a small market whose trade is oriented overwhelmingly toward the 
European Economic Community. In 1982, the EEC supplied almost three- 
quarters of Malta's total imports, and bought a like percentage of its 
exports. Britain furnished about one-fifth of Maltese imports (excluding 
oil), followed by Italy and West Germany. Germany was Malta's primary export 
market, taking almost a third of Maltese exports, followed by Britain. 
Despite these European trade links and the infrequent, expensive direct 
shipping service to the United States, the United States was Malta's fourth 
largest supplier, accounting for 8 percent of its imports. In 1982, 
non-electrical machinery and parts, denim used by the local Wrangler jeans 
factory, and maize amd wheat accounted for 72 percent of U.S. exports to 
Malta. 


Although Malta will never become a large market for U.S. products, 
substantial export opportunities do exist. Malta's efforts at industrial 
development/diversification and upgrading its economic infrastructure, its 
dependence on food imports, and the absence of natural resources guarantee a 
small but steady market for capital goods equipment, raw materials, 
semi-finished goods, and foodstuffs. 


CAPITAL GOODS AND MATERIALS: Malta's important textile/clothing/footwear 
industries offer significant opportunities for U.S. suppliers of piece 
goods, woven fabric, and textile machinery. In 1982 Malta imported about 
$100 million of fabric and yarns. While West Germany is the primary textile 
supplier, the United States is Malta's prime source of denim cloth. Other 
U.S. textiles are competitive. The Government's determination to promote 
development of the light engineering and metals industry, typified by its 
newly established iron foundry, should offer significant opportunities for 
capital goods sales. Despite decreasing tourist revenues, suppliers. of food 
and beverage processing equipment also have good prospects. 


WATER/ENERGY SYSTEMS: Malta's continued water shortage and complete lack of 
domestic energy sources offer particularly good opportunities to U.S. 
manufacturers of desalination, water treatment, and alternative energy 
systems. While the Government is tackling the water problem, major hotels 
and large industrial users are purchasing individual treatment systems. The 
Government encourages utilization of the latest technologies in solar and 
wimi energy. In October 1982 a Maltese investment mission visited the 
United States, and was interested in solar energy equipment, both as a 
participant in the manufacturing process and as a potential end-user. 


INFORMATION-HANDLING: Until recently, the Government discouraged 
installation of information-handling systems because of fears of the impact 
on employment. However, both government and private concerns have recently 
purchased several U.S. computer systems. There is a small but growing 
market for U.S. suppliers of computer hardware and software. 
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MAJOR PROJECTS: The Government is pursuing a number of major projects which 
offer substantial export opportunities. The major transshipment port at 
Marsaxlokk, a $110 million project, and a new grain transshipment facility 
in Grand Harbor provide good prospects for port-handling and harbor 
construction equipment. Upgrading of Malta's telephone system will also 
provide good opportunities. 


FOODS: The United States already supplies a large part of Malta's imports of 
cereals and feedgrains, and large amounts of other foods. Principally 
through European subsidiaries, U.S. suppliers of processed food have 
penetrated the local market with imports of just under $100 million a year. 
The Government welcomes U.S. offers for the 46 essential commodities it 
imports directly. 


U.S. suppliers seeking to export to Malta will find a reputable local agent 
indispensable. If U.S. company representatives are unable to visit Malta 
personally to locate an agent, they may wish to use the Department of 
Commerce's Agent/Distributor Service. A number of U.S firms have entered 
the Maltese market through their Western European marketing facilities or 
affiliates. This approach may result in substantial freight savings, which 
often impede increased direct U.S. sales to Malta. 


INVESTMENTS 


Malta may offer various advantages as an investment site, depending on the 
nature of the particular venture and the product or service involved. Malta 
is a democratic, English-speaking country, which, for many years, has 
enjoyed a lack of labor unrest. ‘The high quality and adaptability of the 
Maltese labor force is an important factor that has attracted many foreign 
investors. 


The Government assumes a pragmatic attitude toward private foreign 
investment, recognizing that it is needed to provide the technology, and the 
managerial and marketing skills which are in short supply in Malta. It 
especially desires to attract U.S. companies. Private foreign investors are 
free to make equity arrangements as they wish - from joint ventures to full 
equity ownership. 


The major sources of foreign investment in Malta have been Great Britain and 
West Germany. However, the largest private employer in Malta is a U.S. 
company (Bluebell - a subsidiary of Wrangler Jeans) and total U.S. 
investment includes four manufacturing and repair facilities, a major hotel 
(Hilton), and some offices servicing regional operations. 


INVESTMENT PRIORITIES AND INCENTIVES: The Government especially welcomes 
ventures in light engineering, metals, machinery, optical equipment, 
aviation, and medical and surgical supplies. Projects such as these, or 
those that employ a high percentage of male workers, are likely to receive 
preferential treatment. The Government has offered foreign oil companies a 
number of offshore areas under oil production sharing contracts. These are 
in addition to oil concessions previously awarded south of Malta, where 
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drilling has been suspended as a result of a median line dispute with 
Libya. Patents and trademarks can be readily registered and protected. 
Malta has no regulations governing royalties or transfer of technology. 


Prospective foreign investors may apply for certain incentives that include 
government-leased factories at concessional rates, tax exemptions for 
imported capital equipment and raw materials, tax reductions on reinvested 
profits, and accelerated depreciation allowances. They also may be 
attracted by the availability of a relatively low cost, English-speaking, 
easily trainable, and productive labor force, substantial local financing 
possibilities, and favorable access to Western European and North African 
markets. Malta is negotiating an extension of its Association Agreement 
with the European Community, which provides preferential access for most 
Maltese exports with a 60 percent value-added content. A Maltese-U.S. 
agreement on double taxation has been signed and ratified. Investment 
guarantee programs from the U.S. Overseas Private Investment Corporation 
(OPIC) are available to prospective U.S. investors in Malta. 


“OFFSHORE” BASE: American companies may also wish to consider Malta as a 
favorable location for a warehouse/servicing base for operations in the 
Mediterranean area, for technical training institutes, or for a “housing 
base", where the families of employees working in inhospitable locations in 
the Middle East/North Africa can reside. Malta offers a pleasant 
environment, English-speaking population, moderate cost of living, and the 
availability of a kindergarten through 12th grade school featuring the 
American curriculum. 


NOTES: 


1. Provisional figures, Government of Malta Economic Survey Jan. to Sept. 1983 
Estimated position as of Dec. 31, 1983. 
Embassy estimates. 


Conversion to dollars made at the end of year rate; 1981: $2.58, 
1982: $2.41; Sept. 1983: $2.28 equalled 1 Malta Lira 


*® U.S. GOVERNMENT PRINTING OFFICE: 1984-421-007:640 





